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MEMORANDUM FI NDI NGS OF FACT AND OPI NI ON

CHI ECHI, Judge: Respondent determ ned deficiencies of
$1,941, $2,984, and $2,293 in petitioners’ Federal incone tax
(tax) for their taxable years 2000, 2001, and 2002, respectively.

We nust deci de whether petitioners are entitled for each of

their taxable years 2000, 2001, and 2002 to deduct under section
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162(a)?! certain amounts in excess of those conceded by respondent
for “Enpl oyee benefit prograns” that petitioners clainmed in
Schedule F, Profit or Loss From Farm ng (Schedule F), included as
part of petitioners’ tax return for each of those years. W hold
that they are.
FI NDI NGS OF FACT

All of the facts in this case, which the parties submtted
under Rule 122, have been stipulated by the parties and are so
found except as stated bel ow

Petitioners resided in Newton, lowa, at the tinme they filed
the petition in this case.

At all relevant tines, petitioner Ralph E. Frahm (M. Frahm
owned and operated a grain and |ivestock farm (farm ng busi ness)
in Newton, |owa.

During 2000, 2001, and 2002, the years at issue, M. Frahm
had one enployee in his farm ng business, viz., his spouse
petitioner Erika Frahm (Ms. Frahm). During those years, M.
Frahm perfornmed field jobs, cared for livestock, assisted with
machi nery repairs, maintai ned bookkeeping records, and perforned
certain other tasks that were usual and customary to M. Frahms
farm ng business. During each of the years 2000, 2001, and 2002,

M. Frahm paid Ms. Frahm annual wages of $3,000 for those ser-

IAIl section references are to the Internal Revenue Code in
effect for the years at issue. Al Rule references are to the
Tax Court Rules of Practice and Procedure.
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tax totaling $229.50.

was an authorization to provide a nedical

under Agri Plan/BizPlan to eligible enployees.

On August 17, 1998, M.

from whi ch he w thhel d Soci al
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Security tax and Medicare

Frahm signed a preprinted formthat
rei mbursenent pl an

The preprinted

formon which that authorization appeared stated in pertinent

part:

SECTION 1 - Enpl oyer |nfornmation
Busi ness owner | ast name: First:
Frahm Ral ph
* * * * * * *
Busi ness name: Type of business: Check one:
Ral ph Frahm Far m ng X Agri Pl an O Biz
* * * * * * *
SECTION 2 - EHigibility Criteria

To be eligible for

foll owi ng requirenents. * *

benefits,

enpl oyee(s) nust neet each of the

*

® Part-tine enpl oyees nust work an average of 25 hours per

week.

® Seasonal enpl oyees mnust
(maxi mume7 * * )

® Enpl oyees nust

® Enpl oyees hired prior to today (Current
been with enpl oyer for 0 nonths.

® Enpl oyees hired after today (New Enpl oyees) nust

enpl oyer for 36 nonths.

SECTION 3 -

be 25 years of age.

(maxi mum=25 * * *)

wor k 7 nmonths per year.

( maxi num=25)

Enpl oyees) nust have

( maxi mun=36)

be with
( maxi nun=36)

Eli gi bl e Enpl oyees

Enpl oyees |isted bel ow neet

all requirenments of Section 2 and are

consi dered current enpl oyees as of the date of this agreemnent.

* Kk %

Enpl oyee Last Name First Nane Soci al Security Nunber
1. Frahm Eri ka *x * %
* * * * * * *
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SECTION 4 - Selection of Benefits

The benefits and amounts selected below will be offered to each
enpl oyee (and their famly) listed in Section 3. * * * The
enpl oyer agrees to reinburse

= Heal th I nsurance Prem umreinbursements up to $ ALL (may use
ALL).

= Qut of Pocket nedical reinbursenents up to $5000.
mi Dental Insurance Prem uns.

The benefits selected below will be offered to the enpl oyee only
(other famly menbers excl uded):

0 Enpl oyee Termlife Insurance ($50,000 Maxi nun) O Enpl oyee
Disability
I nsur ance

SECTION 5 - Authorization and Payment

The undersigned enpl oyer [ M. Frahm hereby executes this
agreenment on the 17 day of Aug, 1998 and the plan start date shal
be January 1st of this year * * * [Reproduced literally.]

During each of the years 2000, 2001, and 2002, pursuant to
the authorization that he signed to provide a nedical reinburse-
ment plan under Agri Plan/AgriBiz, M. Frahm provided such a plan
(Agri Plan/ Agri Bi z nedical reinbursenment plan) for the benefit of
Ms. Frahm and her famly (i.e., Ms. Frahm and her spouse M.
Frahm. At all relevant tines, Ms. Frahmnet the eligibility
requi renents to receive benefits under that plan.

On a date not disclosed by the record prior to July 1, 2000,
M. Frahm conpleted a preprinted application form (M. Frahm s
Wl lmark Plan C application)? in which he applied to
Vel | mark/ Blue Cross and Blue Shield of lTowa (Wllmark) for a so-

called Plan C health insurance policy to cover hinself and M.

2The title of M. Frahmis Wellmark Plan C application is not
di scl osed by the record.
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Frahm In that application, M. Frahmidentified hinself as
“Applicant” and Ms. Frahm as “Spouse”. The portion of M.
Frahm s application entitled “Enrollnment Information” stated in

pertinent part:

1. The Health Care Plan you are 2. This request for 3. This application
applying for is: (PLEASE Cl RCLE ONE) coverage is for: is for: (check
Plan A Pl an B Pl an Q¢ (check all that all that apply)

Pl an D Pl an E Pl an F appl y) o New Enrol | nent
Plan G Plan H ® Sel f o Change
® Spouse 0 Addi ng/ Renpvi ng
o Child(ren) Dependent s
* * * * * * *

5. How do you want to pay your prem uns?
O Direct Bill. If so, on what basis? O Quarterly O Sem -annually
O Autonmmtic Account Wthdrawal. |[|f so, on what basis? (Include a voided check.)
O Monthly-1st of the nmonth O Monthly-5th of the nonth O Quarterly O Semi -annually
From o Checking or O Savings * * *

6. The anmpunt you are subnmitting is: $ (One check or noney order per application, made

payable to Wellmark, Inc.)

a. WIIl your enployer be paying any part of the premumfor this policy either directly or
through wage adjustnents or other neans of reinbursenent? ® No O Yes
If yes, explain:

b. WII your prem um paynents for this coverage be deductible on your federal incone tax
return as a trade or business expense other than the special health insurance deduction
avail able to sel f-enployed persons? ® No O Yes

7. Qualifying previous coverage Date of termination of previous coverage:
Has this coverage been in effect for 12 consecutive nonths or nore? O Yes O No
What type of coverage did you have? O Enployer Group O Individual
0 Short Term Maj or Medical O Group Conversion O Other (please identify)

Who was your previous insurer? _BC/ BS If Blue Cross/Blue Shield (BCBS), give details
bel ow.

Nanme of Contract Hol der _Ral ph Frahm I.D. Nunber

Group or Enpl oyer Nane FB Group Name of Blue Cross/Blue Shield Plan

® | want continuous coverage frommy previous BCBS program O | do not want continuous
coverage frommy previ ous BCBS
program

Wl | mark approved M. Frahmis Wellmark Plan C application
and issued a health insurance policy to him (M. Frahm s Well mark
Plan C policy) that covered hinself and his spouse Ms. Frahm

During 2000, Ms. Frahm paid the follow ng prem uns totaling

SM. Frahmcircled “Plan C' as the “Health Care Pl an” for
whi ch he was appl yi ng.
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$6, 252. 60* for M. Frahmis Wellmark Plan C policy on the dates

i ndi cated by a check drawn on, or electronic transfers from an
i ndi vi dual checki ng account that she nmaintained (Ms. Frahm s

i ndi vi dual checki ng account):

Dat e of Paynent Anmobunt of Paynent
06/ 22/ 2000 $1, 042. 10
08/ 08/ 2000 1,042.10
09/ 05/ 2000 1,042.10
10/ 06/ 2000 1,042.10
11/ 08/ 2000 1,042.10
12/ 05/ 2000 1,042.10

During 2000, Ms. Frahm paid by an electronic transfer from
Ms. Frahm s individual checking account premuns of $55.46 for a
heal th insurance policy issued in Ms. Frahmis name by Anerican
Associ ation of Retired Persons (Ms. Frahmis AARP policy). During
that year, Ms. Frahm paid by a check drawn on Ms. Frahm s indi-
vi dual checking account prem unms of $548 for a cancer insurance
policy issued in Ms. Frahmi s nane by Conseco Heal th | nsurance
Company (Ms. Frahmi s Conseco policy).

During 2000, in addition to the premuns that Ms. Frahm paid
for M. Frahmis Wellmark Plan C policy, M. Frahmis AARP policy,

and Ms. Frahnis Conseco policy, Ms. Frahmpaid a total of $3,325

“The parties stipulated that during 2000 Ms. Frahmpaid to
Wl |l mark premuns totaling $6,254 for M. Frahmis Wellmark Plan C
policy. That stipulation is clearly contrary to the facts that
we have found are established by the record, and we shall disre-
gard it. See Cal-Mine Foods, Inc. v. Conmm ssioner, 93 T.C 181,
195 (1989). The record establishes, and we have found, that
during 2000 Ms. Frahmpaid directly to Wellmark prem uns totaling
$6, 252. 60 for M. Frahmis Wellnmark Plan C policy.
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for certain nedical expenses not covered by insurance (nonin-
surance nedi cal expenses).?®

Ms. Frahm submitted to AgriPlan/Bi zPl an a request for
rei mbursenent of medi cal expenses for 2000 totaling $10, 182.
That subm ssion consisted of a preprinted formentitled *Enpl oyee
Benefit Expense Transmttal” (Ms. Frahmi s 2000 enpl oyee benefit
expense form that Ms. Frahm had conpleted. That form which M.
Frahm si gned as enpl oyee, stated in pertinent part:

EMPLOYEE STATUS

G oss W2 wage to enpl oyee during
2000 (other than benefits): 3000. 00

* * * * * * *
BENEFI T TOTALS

1 Medical/Health I nsurance Prenm um
(from Section 2) [616857. 00

* * * * * * *

7 Medical expenses from 2000 pl an year
(from Sections 3 and 4) [712082. 00

The noni nsurance nedi cal expenses paid by Ms. Frahm during
2000 are not at issue in this case.

The anpbunt shown is the ampbunt, rounded to the nearest
dollar, of the total (i.e., $6,857.06) of all of the prem uns
shown in “Section 2. Insurance Benefits” quoted bel ow. But see
infra note 9.

W& have not attenpted to determ ne whether the “Medical
expenses from 2000 plan year” of $2,082 shown under “BENEFIT
TOTALS” in Ms. Frahmis 2000 enpl oyee benefit form which con-
sisted solely of noninsurance nedi cal expenses, is the correct
total of all of the noninsurance nedical expenses listed in
“Section 3 Medical Expenses" and “Section 4 Medical Expenses” of
that form That is because those expenses are not at issue in
this case. See supra note 5.
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8 Medical expenses from 1999 pl an year
(from Section 5) [811243. 00

* * * * * * *

READ, SI GN AND DATE

To the best of nmy [Ms. Frahnmis] know edge and belief, ny

statements in this transmttal are conplete and true. | am
claimng only eligible expenses incurred during the applicable
pl an year(s) and for eligible plan participants. | certify that

any part or all of these expenses have not been rei nbursed
previously under this or any other benefit plan and have not been
previously clained as a tax deducti on.

* * * * * * *
Section 2. | nsurance Benefits
* * * * * * *

Maj or Medi cal / Heal t h I nsurance

| nsur ed | nsur ance Peri od of Annual Anount Last Date
Company Cover age Pai d Pai d
Vel | mark Bl ue t ot al
Cross & Bl ue nmont hs 06 [916253. 60 12/ 01/ 00
Shield
Conseco t ot al
Health Ins Co nmonths 12 548. 00 04/ 07/ 00
(Cancer)
AARP Heal th t ot al
nmonths 01 55. 46 01/ 01/ 00

%W have not attenpted to determ ne whether the “Medica
expenses from 1999 plan year” of $1,243 shown under “BENEFIT
TOTALS” in Ms. Frahmis 2000 enpl oyee benefit form which con-
sisted solely of noninsurance nedi cal expenses, is the correct
total of all of the noninsurance nedical expenses listed in
“Section 5 Medical Expenses” of that form That is because those
expenses are not at issue in this case.

W\ have found that during 2000 Ms. Frahm paid prem uns
totaling $6,252.60 for M. Frahmis Wllmark Plan C policy. See
supra note 4. The record does not disclose why Ms. Frahnmis 2000
enpl oyee benefit expense formrequested rei nbursenent of
$6, 253. 60 of premunms for that policy, which is nore than the
anmount of prem uns that we have found she paid for that policy.
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During 2000, M. Frahm as Ms. Frahmis enployer, issued to
Ms. Frahm certain checks that were drawn on a joint business
checki ng account (business checking account) that M. Frahm
mai nt ai ned for the paynent of expenses for, and the receipt of
income from his farm ng business. M. Frahmissued those checks
to pay Ms. Frahm certain wages and to rei nburse her for the
premuns for M. Frahms Wellmark Plan C policy, the premuns for
Ms. Frahm s AARP policy, the premuns for Ms. Frahm s Conseco
policy, and the noni nsurance nedi cal expenses that Ms. Frahm paid
during that year.?

On a date not disclosed by the record prior to February 1,
2001, M. Frahm decided to termnate the Wellmark Plan C policy
and conpleted a preprinted application formentitled “Application
for Individual Health Benefit Plans Blue Care, Secure Blue, and
Secure Blue Select” (M. Frahmis Wellmark Secure Bl ue Sel ect

application). In that application, M. Frahmapplied to Well mark

1The parties stipulated that M. Frahmissued to Ms. Frahm
certain checks included in the record that were drawn on the
busi ness checki ng account as paynment of her wages for 2000 and as
rei nbursenent for the insurance prem uns and the noni nsurance
medi cal expenses that she paid during that year. W have found
t hat during 2000 Ms. Frahm paid prem uns of $6, 252.60, and not
the $6, 254 that the parties stipulated she paid, for M. Frahms
Wl lmark Plan C policy. See supra note 4. W are unable to
ascertain fromthe record whether M. Frahm as Ms. Frahnis
enpl oyer, reinbursed Ms. Frahm for the $6,252. 60 of prem uns that
we have found she paid for M. Frahnmis Wellmark Plan C policy
during 2000 or whether he reinbursed her for the $6, 253. 60 of
premuns for that policy requested in Ms. Frahm s 2000 enpl oyee
benefit expense form



- 10 -
for a so-called Secure Blue Select plan to cover hinself and M.
Frahm In M. Frahmis Wellnmark Secure Bl ue Sel ect application,
M. Frahmidentified hinself as “Applicant” and Ms. Frahm as
“Spouse”. The portion of M. Frahnmis application entitled

“Enrol Il ment Information” stated in pertinent part:

1. You are applying for: (check one) Do you want the optional naternity rider? (This
O Blue Care 0O Secure Blue ® Secure Blue rider is only available at your initia
Sel ect enrol | ment.)
o Yes ® No
2. This request for coverage is for: (check all 3. This application is for: (check
that apply) all that apply)
® Sel f ® Spouse o Child(ren) ® New Enrol I nent O Addi ng/ Renpvi ng
Dependent s
4. How do you want to pay your prem ums? O Automatic Account Wthdrawal. |f so, on what
o Direct Bill. |If so, on what basis? basi s? (Include a voided check.)
O Quarterly O Sem -annual ly o Monthly-what date? o 1st of the nonth or
O Annual ly o 5th of the nonth
O Quarterly O Semi -annually O Annually
From
O Checking 0O Savings

5. The anmpunt you are submitting is: $_742.20 (Make check payable to Wellmark Bl ue Cross and
Bl ue Shield of lowa.)

W11l your enployer be paying any part of the premumfor this coverage either directly or
t hrough wage adjustnents or other neans of reinbursenent? O Yes O No

W11l your prem um paynents for this coverage be deductible on your federal incone tax return
as a trade or business expense other than the special health insurance deduction avail abl e
to self-enpl oyed persons? 0O Yes O No

Wl | mark approved M. Frahmis Wellmark Secure Bl ue Sel ect
application and issued a health insurance policy to him (M.
Frahm s Wl |l mark Secure Bl ue Sel ect policy) that covered hinself
and his spouse Ms. Frahm

During 2001, Ms. Frahm paid the follow ng prem uns totaling

$9, 281. 80 for M. Frahnmis Well mark Secure Blue Sel ect policy on

1The parties stipulated that during 2001 Ms. Frahmpaid to
Wl lmark premuns totaling $8,164.20 for M. Frahms Well mark
Secure Blue Select policy. That stipulation is clearly contrary
(continued. . .)
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the dates indicated by electronic transfers from M. Frahm s

i ndi vi dual checki ng account:

Dat e of Paynent Anmobunt of Paynent
01/ 05/ 2001 $1, 117. 60
02/ 05/ 2001 1,117.60
03/ 05/ 2001 366. 80
04/ 05/ 2001 742. 20
05/ 07/ 2001 742. 20
06/ 05/ 2001 742. 20
07/ 05/ 2001 742. 20
08/ 06/ 2001 742. 20
09/ 05/ 2001 742. 20
10/ 05/ 2001 742. 20
11/ 05/ 2001 742. 20
12/ 05/ 2001 742. 20

During 2001, Ms. Frahm paid by a check drawn on her individ-
ual checking account prem unms of $548 for Ms. Frahmi s Conseco
policy.

During 2001, M. Frahm as Ms. Frahm s enpl oyer, paid by
checks drawn on the busi ness checki ng account prem uns of $575.96
for a long-termcare insurance policy issued in Ms. Frahni s nane
by Anerican Fidelity Assurance Conpany (Ms. Frahmis |long-term
care policy). During that year, M. Frahm as Ms. Frahnis

enpl oyer, also paid by a check drawn on the busi ness checki ng

(... continued)
to the facts that we have found are established by the record,
and we shall disregard it. See Cal-Mine Foods, Inc. v. Conm s-
sioner, 93 T.C. at 195. The record establishes, and we have
found, that during 2001 Ms. Frahmpaid directly to Well mark
prem unms totaling $9,281.80 for M. Frahm s Well mark Secure Bl ue
Sel ect policy.
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account prem uns of $583.60 for a |long-termcare insurance policy
issued in M. Frahm s nanme by Anerican Fidelity Assurance Conpany
(M. Frahmis long-termcare policy).

During 2001, in addition to the premuns that Ms. Frahm paid
for M. Frahmis Wellmark Secure Blue Select policy and M.
Frahm s Conseco policy, Ms. Frahmpaid a total of $5,076 for
certai n noni nsurance nedi cal expenses. !?

Ms. Frahm submitted to AgriPlan/Bi zPl an a request for
rei mbursenent of medi cal expenses for 2001 totaling $15, 188.
That subm ssion consisted of a preprinted formentitled *Enployee
Benefit Expense Transmttal” (Ms. Frahmi s 2001 enpl oyee benefit
expense form that Ms. Frahm had conpleted. That form which M.
Frahm si gned as enpl oyee, stated in pertinent part:

EMPLOYEE STATUS

G oss W2 wage to enpl oyee during
2001 (other than benefits): 3000. 00

* * * * * * *
BENEFI T TOTALS

1 Medical/Health | nsurance Prem um
(from Section 2) [(1818712. 00

2 Enployee’s Long Term Care | nsurance

2The noni nsurance nedi cal expenses paid by Ms. Frahm during
2001 are not at issue in this case.

13The anpbunt shown is the ampbunt, rounded to the nearest
dollar, of the total (i.e., $8,712.20) of all of the prem uns
shown under the heading “Major Medical/Health Insurance” in
“Section 2. Insurance Benefits” quoted below. But see infra
note 18.



Prem um (from Section 2) [14576. 00
3 Spouse’s Long Term Care | nsurance
Prem um (from Section 2) (151584, 00
* * * * * * *

7 Medical expenses from 2001 pl an year
(from Sections 3 and 4) [1613409. 00

* * * * * * *

8 Medical expenses from 2000 pl an year
(from Section 5) [(1711837. 00

* * * * * * *

READ, SI GN AND DATE

To the best of nmy [Ms. Frahnmis] knowl edge and belief, ny

statements in this transmttal are conplete and true. | am
claimng only eligible expenses incurred during the applicable
pl an year(s) and for eligible plan participants. | certify that

any part or all of these expenses have not been rei nbursed
previously under this or any other benefit plan and have not been

The anmpunt shown is the anpunt, rounded to the nearest
dollar, of the premiumnms (i.e., $575.96) shown under the heading
“Long Term Care Insurance” for the “Enployee” in “Section 2.
| nsurance Benefits” quoted bel ow

The anmpunt shown is the anpunt, rounded to the nearest
dollar, of the premiums (i.e., $583.60) shown under the heading
“Long Term Care Insurance” for the “Spouse” in “Section 2.
| nsurance Benefits” quoted bel ow.

1®\\¢ have not attenpted to determ ne whether the “Medica
expenses from 2001 plan year” of $3,409 shown under “BENEFIT
TOTALS” in Ms. Frahmis 2001 enpl oyee benefit form which con-
sisted solely of noninsurance nedi cal expenses, is the correct
total of all of the noninsurance nedical expenses listed in
“Section 3 Medical Expenses” and “Section 4 Medical Expenses” of
that form That is because those expenses are not at issue in
this case. See supra note 12.

W& have not attenpted to determ ne whether the “Medica
expenses from 2000 plan year” of $1,837 shown under “BENEFIT
TOTALS” in Ms. Frahmis 2001 enpl oyee benefit form which con-
sisted solely of noninsurance nedi cal expenses, is the correct
total of all of the noninsurance nedical expenses listed in
“Section 5 Medical Expenses” of that form That is because those
expenses are not at issue in this case. See supra note 5.
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previously clained as a tax deducti on.

* * * * * * *
Section 2. | nsurance Benefits
* * * * * * *

Maj or Medi cal / Heal t h I nsurance

| nsur ed | nsur ance Peri od of Annual Anount Last Date

Company Cover age Pai d Pai d

Vel | mar k t ot al
BC & BS nmonths 12 [1818164. 20 12/ 05/ 01
Conseco t ot al

Health Ins nmonths 12 548. 00 04/ 05/ 01

Co. (Cancer)
* * * * * * *

Long Term Care | nsurance

I nsured I nsur ance Peri od of Annual Anount Last Date
Company Cover age Pai d Pai d
Enpl oyee Amrer i can t ot al
Fidelity nonths 12 575. 96 02/ 01/ 01
Assurance Co.
Spouse Amer i can t ot al
Fidelity nmonths 12 583. 60 02/ 01/ 01

Assurance Co.
During 2001, M. Frahm as Ms. Frahmi s enployer, issued to
Ms. Frahm certain checks that were drawn on the business checking
account to pay her certain wages and to rei nburse her for the
premuns for M. Frahmis Wellmark Secure Blue Sel ect policy, the

prem uns for Ms. Frahmi s Conseco policy, and the noni nsurance

8\ have found that during 2001 Ms. Frahm pai d prem uns
totaling $9,281.80 for M. Frahm s Wl |l mark Secure Bl ue Sel ect
policy. See supra note 11. The record does not disclose why M.
Frahm s 2001 enpl oyee benefit expense formrequested rei nburse-
ment of only $8, 164.20 of the prem uns paid for that policy.
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nedi cal expenses that she paid during that year.?!®
During 2002, Ms. Frahm paid the follow ng prem uns totaling
$9,529.20 for M. Frahms Wellmark Secure Blue Select policy on
the dates indicated by electronic transfers from M. Frahm s

i ndi vi dual checki ng account:

Dat e of Paynent Anmobunt of Paynent
01/ 07/ 2002 $794. 10
02/ 05/ 2002 794. 10
03/ 05/ 2002 794. 10
04/ 05/ 2002 794. 10
05/ 06/ 2002 794. 10
06/ 05/ 2002 794. 10
07/ 05/ 2002 794. 10
08/ 05/ 2002 794. 10
09/ 05/ 2002 794. 10
10/ 07/ 2002 794. 10
11/ 05/ 2002 794. 10
12/ 05/ 2002 794. 10

During 2002, Ms. Frahm paid by checks drawn on her individ-
ual checking account prem unms of $548 for Ms. Frahmi s Conseco

policy, premuns of $575.96 for Ms. Frahnmis |ong-termcare

9The parties stipulated that M. Frahmissued to Ms. Frahm
certain checks included in the record that were drawn on the
busi ness checki ng account as paynment of her wages for 2001 and as
rei nbursenent for the insurance prem uns and the noni nsurance
medi cal expenses that she paid during that year. W have found
that during 2001 Ms. Frahm paid prem uns of $9,281.80, and not
the $8,164.20 that the parties stipulated she paid, for M.
Frahm s Wl |l mark Secure Bl ue Select policy. See supra note 11
We are unable to ascertain fromthe record whether M. Frahm as
Ms. Frahm s enpl oyer, reinmbursed Ms. Frahm for the $9, 281. 80 of
prem uns that we have found she paid for M. Frahm s Well mark
Secure Blue Select policy during 2001 or whether he reinbursed
her for the $8,164.20 of premiuns for that policy requested in
Ms. Frahmi s 2001 enpl oyee benefit expense form
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policy, and prem uns of $523.60 for M. Frahmis long-termcare
policy.

During 2002, in addition to the premuns that Ms. Frahm paid
for M. Frahmis Wellnmark Secure Blue Select policy, Ms. Frahm s
Conseco policy, Ms. Frahnmis long-termcare policy, and M.
Frahm s long-termcare policy, Ms. Frahmpaid a total of $2,784
for certain noninsurance nedi cal expenses. %

Ms. Frahm submitted to AgriPlan/Bi zPl an a request for
rei mbursenent of nedical expenses for 2002 totaling $13, 961
That subm ssion consisted of a preprinted formentitled “Enpl oyee
Benefit Expense Transmttal” (Ms. Frahmi s 2002 enpl oyee benefit
expense form that Ms. Frahm had conpleted. That formstated in
pertinent part:

EMPLOYEE STATUS

G oss W2 wage to enpl oyee during
2002 (other than benefits): 3000. 00

* * * * * * *
BENEFI T TOTALS

Medi cal / Heal t h | nsurance Prem um
(from Section 2) (21110077. 00

Enpl oyee’ s Long Term Care | nsurance

20The noni nsurance nedi cal expenses paid by Ms. Frahm during
2002 are not at issue in this case.

2'The ampunt shown is the anpbunt, rounded to the nearest
dollar, of the total (i.e., $10,077.20) of all of the prem uns
shown under the heading “Major Medical/Health Insurance” in
“Section 2. Insurance Benefits” quoted bel ow.



Prem um (from Section 2) [221576. 00

Spouse’ s Long Term Care | nsurance

Prem um (from Section 2) (281524, 00
* * * * * * *

Medi cal expenses from Jan to Dec 2002

(from Sections 3 & 4) [2412606. 00
* * * * * * *
Section 2. Insurance Benefits
* * * * * * *

Maj or Medi cal / Heal t h I nsurance

| nsur ed | nsur ance Peri od of Annual Anount Last Date
Company Cover age Pai d Pai d
Vel | mar k t ot al
BC & BS nmonths 12 9529. 20 12/ 05/ 02
Conseco t ot al
Heal th Ins nmonths 12 548. 00 04/ 08/ 02
Co. (Cancer)

22The amount shown is the anpunt, rounded to the nearest
dollar, of the premiums (i.e., $575.96) shown under the heading
“Long Term Care Insurance” for the “Enployee” in “Section 2.
| nsurance Benefits” quoted bel ow

2The amount shown is the anpunt, rounded to the nearest
dollar, of the premiumnms (i.e., $523.60) shown under the heading
“Long Term Care Insurance” for the “Spouse” in “Section 2.
| nsurance Benefits” quoted bel ow

24The parties stipulated that the anount of “Medical ex-
penses fromJan to Dec 2002" shown under “BENEFI T TOTALS” in M.
Frahm s 2002 enpl oyee benefit expense form which consisted
sol ely of noni nsurance nedi cal expenses, should have been shown
in that formas $2,784. W have not attenpted to deterni ne
whet her that stipulated anmount is the correct total of all of the
noni nsurance nedi cal expenses listed in “Section 3 Medical
Expenses” and “Section 4 Medical Expenses” of M. Frahmis 2002
enpl oyee benefit expense form That is because those expenses
are not at issue in this case. See supra note 20.



Long Term Care | nsurance

I nsured I nsurance Peri od of Annual Anount Last Date
Company Cover age Pai d Pai d
Enpl oyee Amer i can t ot al
Fidelity nonths 12 575. 96 02/ 16/ 02
Assurance Co.
Spouse Amer i can t ot al
Fidelity nonths 12 523. 60 02/ 16/ 02

Assur ance Co.

During 2002, M. Frahm as Ms. Frahmis enployer, issued to
Ms. Frahm certain checks that were drawn on the business checking
account to pay her certain wages and to rei nburse her for the
premuns for M. Frahms Wellmark Secure Blue Sel ect policy, the
prem uns for Ms. Frahmis Conseco policy, the premuns for M.
Frahm s |l ong-termcare policy, the premuns for M. Frahm s | ong-
termcare policy, and the noni nsurance nedi cal expenses that she
paid during that year.

Petitioners tinely filed Form 1040, U.S. Individual I|ncone
Tax Return (return), for each of their taxable years 2000 (2000
return), 2001 (2001 return), and 2002 (2002 return). Petitioners
i ncl uded Schedule F as part of the 2000 return (2000 Schedul e F),
the 2001 return (2001 Schedule F), and the 2002 return (2002
Schedule F). Each such Schedule F pertained to M. Frahnis
farm ng business. Petitioners clainmed, inter alia, deductions of
$10, 182, $14,948, and $13,961 for expenses for “Enployee benefit
progranms” in the 2000 Schedul e F, the 2001 Schedul e F, and the
2002 Schedul e F, respectively.

On June 7, 2005, respondent issued to petitioners a notice
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of deficiency (notice) with respect to their taxable years 2000,
2001, and 2002. In that notice, respondent, inter alia, deter-
m ned to disallow the deductions of $10,182, $14,948, and $13, 961
that petitioners clained in the 2000 Schedule F, the 2001 Sched-
ule F, and the 2002 Schedul e F, respectively, for “Enployee
benefit prograns” because “it has not been established that these
anounts were ordi nary and necessary busi ness expenses, or were
expended for the purpose designated.” |In the notice, respondent
al so determned to allow petitioners deductions of $6, 109,
$8, 969, and $9,773 for their taxable years 2000, 2001, and 2002,
respectively, for “Self-Enployed Health |Insurance” because “you
are allowed the deduction for self-enployed health insurance
prem uns.”
OPI NI ON

W first address section 7491(a). The parties agree that
section 7491(a) is applicable in the instant case. The parties
di sagree over whether the burden of proof has shifted to respon-
dent under that section. W need not, and we shall not, address
t hat di sagreenent. That is because resolution of the issue
present ed here does not depend on who has the burden of proof.

We turn now to whether petitioners are entitled to deduct
under section 162(a) certain amounts in excess of the anmounts
conceded by respondent for “Enpl oyee benefit prograns” that

petitioners clained in the 2000 Schedule F, the 2001 Schedul e F
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and the 2002 Schedul e F, respectively.? A taxpayer, including

BWth respect to the $10, 182 deduction that petitioners
claimed for “Enployee benefit prograns” in the 2000 Schedul e F
respondent concedes that petitioners are entitled to deduct
$3, 928 of those expenses. That conceded anount, which has been
rounded to the nearest dollar, consists of prem uns of $55.46 for
Ms. Frahmis AARP policy, prem uns of $548 for Ms. Frahnis Conseco
policy, and all noninsurance nedi cal expenses of $3,325. The
di sal |l oned portion (i.e., $6,254) pertains to the prem unms that
the parties stipulated were paid for M. Frahmis Wellmark Plan C
policy. See supra note 4. |In the notice, respondent determ ned
t hat al t hough petitioners are not entitled to deduct in the 2000
Schedul e F the insurance prem uns paid during 2000 for M.
Frahmis Well mark Plan C policy, petitioners are entitled to
deduct under sec. 162(l) 60 percent of those prem uns.

Wth respect to the $14, 948 deduction that petitioners
claimed for “Enployee benefit prograns” in the 2001 Schedule F
respondent concedes that petitioners are entitled to deduct
$6, 200 of those expenses. That conceded anount, which has been
rounded to the nearest dollar, consists of prem uns of $548 for
Ms. Frahmi s Conseco policy, premuns of $575.96 for Ms. Frahm s
| ong-termcare policy, and all noni nsurance nedi cal expenses of
$5,076. The disallowed portion (i.e., $8,748) pertains to the
prem uns that the parties stipulated were paid for M. Frahnms
Wel | mark Secure Blue Select policy and M. Frahnmis |long-termcare
policy. See supra note 11. 1In the notice, respondent determ ned
t hat al though petitioners are not entitled to deduct in the 2001
Schedul e F the insurance prem uns paid during 2001 for M.
Frahm s Wl |l mark Secure Bl ue Select policy and M. Frahm s | ong-
termcare policy, petitioners are entitled to deduct under sec.
162(1) 60 percent of those prem uns.

Wth respect to the $13,961 deduction that petitioners
claimed for “Enployee benefit prograns” in the 2002 Schedule F
respondent concedes that petitioners are entitled to deduct
$3, 908 of those expenses. That conceded anount, which has been
rounded to the nearest dollar, consists of prem uns of $548 for
Ms. Frahmi s Conseco policy, premuns of $575.96 for Ms. Frahm s
| ong-termcare policy, and all noni nsurance nedi cal expenses of
$2,784. The disallowed portion (i.e., $10,053) pertains to the
premuns paid for M. Frahms Wellmrk Secure Blue Sel ect policy
and M. Frahnmis long-termcare policy. 1In the notice, respondent
determ ned that although petitioners are not entitled to deduct
in the 2002 Schedule F the insurance prem uns paid during 2002

(continued. . .)
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t he owner of an unincorporated business, is entitled to deduct
all the ordinary and necessary expenses paid or incurred during
the taxable year in carrying on a trade or business, sec. 162(a),
i ncl udi ng any anmount paid to an enpl oyee pursuant to an enpl oyee
benefit plan for an expense that such enpl oyee pays or incurs,
sec. 162(a)(1); sec. 1.162-10, Incone Tax Regs.?® However, a
t axpayer who owns an uni ncorporated business is not entitled to
deduct health insurance costs that he pays or incurs for hinself,
hi s spouse, and his dependents except as provided in section

162(1). 2

25(...continued)
for M. Frahmis Wellmark Secure Blue Select policy and M.
Frahm s long-termcare policy, petitioners are entitled to deduct
under sec. 162(1) 70 percent of those prem uns.

26See Al bers v. Conmissioner, T.C Meno. 2007-144; Francis
V. Conm ssioner, T.C. Meno. 2007-33.

2IAs applicable here, sec. 162(1)(1) provides that a tax-
payer is entitled to deduct 60 percent of any anmount that such
t axpayer paid or incurred during 2000 and 2001 and 70 percent of
any anount that such taxpayer paid or incurred during 2002 for
i nsurance that constituted nmedical care for such taxpayer, such
t axpayer’s spouse, and such taxpayer’s children. Sec. 162(l)
provides in pertinent part:

SEC. 162. TRADE OR BUSI NESS EXPENSES.

* * * * * * *

(1) Special Rules for Health Insurance Costs of
Sel f - Enpl oyed | ndi vi dual s. - -

(1) Allowance of deduction.--

(A) I'n general.—1n the case of an indi-
(continued. . .)
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It is petitioners’ position that they are entitled for each
of the years at issue to deduct under section 162(a) as ordinary
and necessary busi ness expenses the total anpbunt of insurance
premuns that remain at issue.?® |In support of their position
petitioners argue that M. Frahm as M. Frahnis enpl oyer, paid
such total anmpbunt to Ms. Frahm directly (i.e., reinbursed M.
Frahm for the insurance premuns that she paid to the insurers in
question) or indirectly (i.e., paid the insurance premuns to the
insurer in question), pursuant to a health plan wthin the

meani ng of section 105(b).

21(...continued)

vi dual who is an enployee within the neaning
of section 401(c)(1), there shall be all owed
as a deduction under this section an anount
equal to the applicable percentage of the
anount paid during the taxable year for in-
surance which constitutes nedical care for

t he taxpayer, his spouse, and dependents.

(B) Applicable percentage.— For purposes
of subparagraph (A), the applicable percent-
age shall be determ ned under the follow ng
tabl e:

For taxabl e years begi nni ng The applicabl e

in cal endar vyear-- percentage is--
1999 through 2002 . .. . . . .. . . .60
2002 . . . . . . .. ... .70

The | egislative history under sec. 162(1) establishes that
that statute was enacted “to reduce the disparity between the tax
treatment of owners of incorporated and uni ncorporated busi-
nesses.” S. Rept. 104-16, at 11 (1995); see also H Rept. 104-
32, at 7-8 (1995).

28See supra note 25.
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It is respondent’s position that the insurance prem uns that
remain at issue are personal expenses and therefore are not
deducti bl e as ordinary and necessary busi ness expenses under
section 162(a). In support of respondent’s position, respondent
ar gues:

Enpl oyee Benefit Pl an expenses clai ned on the Schedul e
F are deducti ble as ordinary and necessary expenses
paid pursuant to an enpl oyee benefit plan if the nedi-
cal and insurance expenses are attributable to the
enpl oyee.

* * * * * * *

Respondent does not dispute the existence of an
agreenent between Ral ph Frahm as enpl oyer, and Erika
Frahm as enpl oyee, that provided that the enpl oyer
woul d provide health insurance benefits to the em
pl oyee. Respondent does not dispute that Erika Frahm
was an enpl oyee of Ral ph Frahm Respondent does not
di spute that Erika Frahm worked sufficient hours at a
sufficient wage rate to qualify for health insurance
benefits. Respondent does dispute that the actual
heal th i nsurance policy purchased by petitioners, in
Ral ph Frahm s nane, which provided coverage for Erika
Frahm was an ordi nary and necessary busi ness expense.

* * * Petitioners’ expenses bore no relation to
Ral ph Frahmi s farm ng business. His only enpl oyee
received the health benefits giving rise to the dis-
put ed expenses by virtue of her marital relationship
wi th Ral ph Frahm and not by virtue of the enpl oynent
rel ati onship.

* * * The famly relationship - not the enpl oynent
relationship - was the neans by which the health insur-
ance coverage reached Eri ka Frahm Eri ka Frahm woul d
not have received the benefit of health insurance
coverage under the policy purchased if she had not been
Ral ph Frahmis wife. But, she would have received the
benefit as his wife regardl ess of whether she was Ral ph
Frahm s enpl oyee.

* * * * * * *
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Ral ph Frahm provi ded benefits to the wong person

when petitioners bought a health insurance policy with

Ral ph, instead of with his enpl oyee, Erika, as the

primary insured. Petitioners fail to neet the require-

ments of I.R C. 8 162(a). Petitioners claimthe dis-

put ed expense as a busi ness expense in the nature of

conpensation for services rendered. The health insur-

ance policy was taken out in Ral ph Frahms nanme. Wile

his wife benefited incidentally fromthis, as his

covered spouse under the policy, it can hardly be said

that she was conpensated by petitioners buying insur-

ance for Ral ph Frahm and his dependents. * * * [Repro-

duced literally.]

As we understand respondent’s position, respondent is
arguing that if an enployer naintains a health plan described in
section 105 that covers one or nore enpl oyees, such enpl oyee(s)’
spouse(s), and such enpl oyee(s)’ dependents, only the paynents
that the enpl oyer nmakes for the nedical expenses of the em
pl oyee(s), and not the paynents that the enployer makes for the
medi cal expenses of the enpl oyee(s)’ spouse(s) and dependents,
constitute paynents made pursuant to such a plan. Consequently,
according to respondent, any paynent that the enpl oyer nmakes for
t he nmedi cal expenses of the enpl oyee(s)’ spouse(s) and dependents
are not paynents nmade to such enpl oyee(s) pursuant to an enpl oyee
benefit plan within the nmeaning of section 1.162-10, |Incone Tax
Regs. W di sagr ee.

Section 105(b) provides in pertinent part:
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SEC. 105. AMOUNTS RECEI VED UNDER ACCI DENT AND HEALTH
PLANS.

* * * * * * *

(b) Amounts Expended for Medical Care.-—-
* * * gross inconme does not include anmounts
referred to in subsection (a)fl? if such
anounts are paid, directly or indirectly, to
t he taxpayer to reinburse the taxpayer for
expenses incurred by himfor the nedical care
(as defined in section 213(d)) of the tax-
payer, his spouse, and his dependents
* x % [300  [Enphasi s added. ]

Section 105(b) excludes fromgross inconme anounts referred to in
section 105(a) that an enpl oyer pays, directly or indirectly, to
an enployee in order to reinburse the enployee for expenses for
the nedical care, as defined in section 213(d), of not only the
enpl oyee, but al so the enpl oyee’s spouse and dependents.

During the years at issue, pursuant to the AgriPlan/ AgriBiz

medi cal rei nbursenent plan, M. Frahm as Ms. Frahm s enpl oyer,

2%Sec. 105(a) provides:

(a) Anpbunts Attributable to Enpl oyer

Contri butions. --Except as otherwi se provided in this
section, anounts received by an enpl oyee through acci -
dent or health insurance for personal injuries or

si ckness shall be included in gross incone to the
extent such anounts (1) are attributable to contri bu-
tions by the enpl oyer which were not includible in the
gross incone of the enployee, or (2) are paid by the

enpl oyer.

3°For purposes of sec. 105(b), expenses for nedical care
i ncl ude anobunts paid as prem uns for insurance covering nedi cal
care referred to in sec. 213(d)(1)(A) and (B) and for any quali -
fied long-termcare insurance contract as defined in sec.
7702B(b). Sec. 213(d)(1)(D)
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paid, directly or indirectly, to Ms. Frahm certain anounts for
prem uns for various insurance policies covering herself, her
spouse M. Frahm and/or both of them3 Respondent concedes the
deductibility under section 162(a) of the anpbunts of such prem -
uns that M. Frahm as Ms. Frahm s enployer, paid, directly or
indirectly, to Ms. Frahmfor the insurance policies issued in her
name and covering only her. Respondent disputes only the deduct-
ibility under section 162(a) of the amounts of such prem uns that
M. Frahm as Ms. Frahmi s enployer, paid, directly or indirectly,
to Ms. Frahm for the insurance policies issued in his nane and
covering only himor covering himand her. %

We consider first the respective anmounts that M. Frahm as
Ms. Frahmis enployer, paid during the years at issue directly to
Ms. Frahmin order to reinburse her for the premuns that she
paid during those years for the policies issued in her spouse’s
(i1.e., M. Frahms) nanme. On the record before us, we find that,
pursuant to the Agri Plan/AgriBiz nmedical reinbursenent plan, M.
Frahm as Ms. Frahnis enployer, paid directly to Ms. Frahm
certain anmounts (1) during 2000 in order to reinburse her for the
prem uns that she paid during that year for M. Frahm s Well mark

Plan C policy, (2) during 2001 in order to reinburse her for the

3lRespondent does not dispute that the Agri Plan/ AgriBiz
medi cal rei nmbursenment plan constitutes a health plan described in
sec. 105.

32See supra note 25.
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prem uns that she paid during that year for M. Frahm s Well mark
Secure Blue Select policy, and (3) during 2002 in order to
rei nburse her for the premuns that she paid during that year for
M. Frahmis Well mark Secure Blue Select policy and M. Frahms
long-termcare policy.® See sec. 105(b). On that record, we
further find that the respective anounts that M. Frahm as M.
Frahm s enpl oyer, paid pursuant to the Agri Pl an/ Agri Bi z nmedi cal
rei nbursenent plan directly to Ms. Frahm (1) during 2000 in order
to reinburse her for the premuns that she paid for M. Frahnms
Wl lmark Plan C policy, (2) during 2001 in order to reinburse her
for the premuns that she paid for M. Frahmis Wellmark Secure
Bl ue Select policy, and (3) during 2002 in order to reinburse her
for the premuns that she paid for M. Frahmis Wellmark Secure
Bl ue Select policy and M. Frahms |ong-termcare policy consti -
tute ordinary and necessary busi ness expenses of M. Frahm s
farm ng business within the neaning of section 162(a).3* See
sec. 162(a)(1); sec. 1.162-10, Incone Tax Regs.

We next consider the premuns that M. Frahm as Ms. Frahnis

enpl oyer, paid during 2001 to American Fidelity Assurance Conpany

33The Court directs the parties to deternine as part of the
conput ati ons under Rul e 155 the respective anounts that M.
Frahm as Ms. Frahmis enployer, paid directly to Ms. Frahm during
2000 and 2001 in order to reinburse her for the prem uns that she
paid during those respective years for M. Frahmis Wellmark Pl an
C policy and M. Frahmi s Wellmark Secure Blue Sel ect policy. See
supra notes 10 and 19.

34See supra note 33.
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for M. Frahmis long-termcare policy. Section 1.105-2, |Incone
Tax Regs., provides:

| f the taxpayer incurs an obligation for nmedical care,

paynment to the obligee in discharge of such obligation

shal | constitute indirect paynent to the taxpayer as

rei nbursenent for nedical care. Simlarly, paynent to

or on behalf of the taxpayer’s spouse or dependents

shal |l constitute indirect paynment to the taxpayer.

During 2001, pursuant to the Agri Pl an/ Agri Bi z nedi cal
rei mbursenment plan, M. Frahm as Ms. Frahnis enployer, nmade a
paynment to the insurer on behalf of Ms. Frahm s spouse (i.e., M.
Frahm) for the premuns for M. Frahmis long-termcare policy.
On the record before us, we find that M. Frahm as Ms. Frahnis
enpl oyer, paid pursuant to that plan indirectly to Ms. Frahmthe
anmount of those premuns for the nedical care of her spouse. See
sec. 105(b); sec. 1.105-2, Incone Tax Regs. On that record, we
further find that the amount that M. Frahm as Ms. Frahnis
enpl oyer, paid pursuant to the AgriPlan/AgriBiz nedical reim
bursenment plan indirectly to Ms. Frahm during 2001 for the
premuns for M. Frahmis long-termcare policy constitutes an
ordi nary and necessary busi ness expense of M. Frahm s farm ng
busi ness within the neaning of section 162(a). See sec.
162(a)(1); sec. 1.162-10, Incone Tax Regs.

Based upon our exam nation of the entire record before us,

we find that petitioners are entitled to deduct under section
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162(a) certain anpbunts® in excess of the anmpbunts conceded by
respondent for “Enployee benefit prograns” that petitioners
claimed in the 2000 Schedule F, the 2001 Schedule F, and the 2002
Schedul e F, respectively.3®

We have considered all of the parties’ contentions and
argunments that are not discussed herein, and we find themto be
wi thout merit, irrelevant, and/or noot.?*

To reflect the foregoing and the concessions of respondent,

Deci sion will be entered under

Rul e 155.

3°See supra note 33.

Cf. Albers v. Conmissioner, T.C. Menop. 2007-144. Unlike
the instant case, in Albers, the fully stipulated record did not
establish that Darwin J. Albers (M. Albers), as the enployer of
Peggy L. Albers (Ms. Albers), paid, directly or indirectly, to
Ms. Al bers pursuant to the Agri Plan/AgriBiz nedical reinbursenent
pl an involved in that case the nedical expenses at issue there in
order to reinburse her for expenses incurred or paid for the
medi cal care of herself, her spouse M. Al bers, and/or her
dependent children. Nor did the fully stipulated record in that
case establish why the paynent by the taxpayers of the clained
medi cal expenses qualified those expenses as ordinary and neces-
sary expenses paid or incurred by M. Albers in carrying on his
farm ng busi ness.

31n light of our findings and hol di ngs herein, we reject
respondent’ s argunent on brief and determi nations in the notice
that the insurance premuns at issue are subject to sec. 162(1).



